Introduction
Private sector growth remains one of the main challenges facing developing countries in their quest for development and poverty reduction. Extensive evidence shows that a favorable business environment helps promote the growth of firms. As shown in recent research, however, firms in developing countries face a tougher business environment than their counterparts in the developed world.
Our aim in this paper is twofold. First, we seek to go beyond the traditional menu of constraints on firm growth to find out which of these constraints is the most binding. As the growth diagnostics approach points out, developing countries have scarce resources and therefore need to focus on removing the most binding constraint. Second, we examine the effects of the most binding constraint on firm growth not only across countries but also by firm characteristics.
We first explore the relationship between the business environment and firm growth as measured by employment growth. Among 15 components of the business environment, we identify the most binding constraint using both subjective and objective measures. Our focus is on the most binding constraints for existing firms and, more specifically, the binding constraint that matters the most for firm growth. The methodology follows two steps. The first is to find out which constraints are statistically significant among all regressions after controlling for firm characteristics and country fixed effects. The second is to identify the most binding constraint. We find that besides informal sector competition, access to finance is the obstacle that matters the most for growth. This result is robust for all regions and all sectors.
Our analysis contributes to the existing literature in several ways. First, using a large sample, containing more than 39,000 firms across 98 countries, we identify the most binding constraint on firms using subjective measures, then evaluate the importance of this constraint to firm growth using objective measures and controlling for firm characteristics. The sample comes from World Bank Enterprise Surveys conducted in 2006-2010 in mostly emerging and developing countries. The surveys provide both subjective data on perceived obstacles and objective measures of many constraints.
Second, we investigate the effect of financial access variables on firm growth by using firm-level regressions across countries controlling for the effects of different firm sizes, firm ages, sectors, and regions. Our results show that having access to finance in the form of a loan, sales credit, or external finance helps micro firms the most. This finding holds not only for the full sample but also for different regions. Sales credit is important only to micro and small firms, probably because it substitutes for bank loans. Having a loan or overdraft facility and receiving external finance for investment help growth for firms of all sizes across regions.
Third, we find clear evidence that a low level of financial sector development affects the firm size distribution and therefore contributes to the phenomenon of the -missing middle‖ in developing countries. Firm size distribution is skewed toward small and medium-size firms-and more so in Africa, among firms that are credit constrained, and among firms that perceive access to finance as an obstacle. Our analysis shows that firm size and age are significantly correlated with firm growth. Distinguishing between different types of ownership, we find that firms tend to have higher growth if they are an exporter, are part of entities with multiple establishments, are foreign owned, or are privately owned.
The paper is organized as follows. The next section reviews the literature and shows how this paper relates to it. Section 3 presents an overview of the data and describes the sample used. Section 4 examines the most binding constraint of the business environment. Section 5 examines the effect of access to finance on employment growth in the full sample and by region, while section 6 looks at determinants of access to finance. Section 7 investigates differences in the effect of financial access variables on employment growth, and section 8 looks at the relationship between firm size and financial constraints. The last section concludes.
Literature Review
Understanding the firm growth process is important for designing appropriate policies for job creation and pro-poor growth. Many studies are devoted to understanding the determinants of firm growth, especially employment growth. Most of these studies focus on the manufacturing sector and large firms (Evans 1987a (Evans , 1987b Hall 1987; Dunne, Roberts, and Samuelson 1989) . They find that firm age and firm size are important in the analysis of firm growth.
Effect of the Business Environment on Firm Growth
A number of recent studies use World Business Environment Survey data (a firm-level data set covering 4,000 firms across 54 countries) to study the effect of the business environment on firm growth. Using subjective, firm-level data on the business environment, some of these studies show the importance of finance, corruption, and property rights (Batra, Kaufmann, and Stone 2003; Ayyagari, Demirgüç-Kunt, and Maksimovic 2006) . Others examine the relationship between the business environment and firm growth in individual countries or a small group (Dollar, Hallward-Driemeier, and Other studies also assess the effect of different dimensions of the business environment on firm growth. Some focus on the importance of access to finance for firm development and growth using subjective data (Rajan and Zingales 1998; Galindo and Micco 2007) . Others investigate the impact of employment regulations on firm creation and growth (Djankov and others 2002; Klapper, Laeven, and Rajan 2004) .
Several papers have emphasized the importance of financing obstacles. Using firm-level data, Demirgüç-Kunt and Maksimovic (1998) provide evidence on the importance of the financial system and legal enforcement on firm growth. Rajan and Zingales (1998) present supporting evidence on the role of external finance for faster growth in countries with better developed financial systems. These papers focus on only a small set of obstacles that firms confront without discussing the motivation for choosing that set.
It is essential to explore the relationship between the business environment and firm growth not only across countries but across regions and by firm characteristics within countries-by firm size, age, sector, and ownership type. In examining this relationship, the literature has focused largely on the effect of difficulties in access to finance by firm type, particularly firm size. Generally the finding is that smaller firms are more constrained (Love and Mylenko 2003; IDB 2007) . Beck, Demirgüç-Kunt, and Maksimovic (2005) , using the World Business Environment Survey data set, include measures of corruption and property rights. Based on firms' perceptions of potential constraints, they also find patterns across countries, with small firms benefiting the most from greater financial and institutional development.
Aterido, Hallward-Driemeier, and Pagés (2007 , 2009 , 2010 analyze the effect of several aspects of the business environment-access to finance, corruption, and regulations-on the growth of firms. Their findings show that the business environment affects small, medium-size, and large firms differently. The reason is that small firms are exposed to a different set of constraints than large firms are. Access to electricity, for example, has heterogeneous effects: small and mediumsize firms are often affected by power cuts, while large and micro firms tend not to be. The main reason is that micro firms use less energy-intensive tools and large firms are more likely to secure their own energy supply (Gelb and others 2007) . Thus infrastructure such as the electricity grid affects the growth rate of small and medium-size firms directly, but has only an indirect effect on the growth rate of micro and large firms. Micro firms are much more credit constrained and must rely less on external funds to finance investment. Improving access to finance might boost the entry rate and the growth of small firms, perhaps at the expense of larger incumbents.
According to Dollar, Hallward-Driemeier, and Mengistae (2005) , improving the business environment is an important complement to trade policies aimed at increasing international trade integration. Factors such as fast customs clearance times, good infrastructure, and availability of financial services have a significant impact on the probability of a firm's exporting and receiving foreign investment. Freund and Rocha (2010) provide more evidence of the link between the business environment and international trade. Using data from Africa, they find that even though poor trade infrastructure is one of the main obstacles to trade, most of the burden is due to heavy -red tape,‖ bureaucratic customs practices that increase the time and cost of trade. Gelb and others (2007) use subjective data on the business environment from 26 African countries to show that perceived constraints are not always independent of scale. Complaints about access to finance and land are more common among small firms, while complaints about infrastructure and corruption are more evenly distributed. They also find that a country's level of development strongly determines which constraints are present (country fixed effects are more important than within-country variations). This finding is shared by the World Bank's Africa Competitiveness Report 2009, which shows that as a country's income rises, its set of constraints changes.
All these studies share a common result: business environment variables affect firms' growth, in the expected direction. The results are heterogeneous by firm size, and they are robust.
Financial Development and Firm Size Distribution
A common finding in the literature is that the firm size distribution in developing countries is skewed toward small and medium-size firms. Small firms are often credit constrained and cannot borrow to engage in productive investments, which limits their growth and can prolong the skewness. If lack of access to finance prevents small firms from growing, the allocation of resources will be distorted. Capital and labor will not be able to flow to where they are most productive, and growth will suffer. Cooley and Quadrini (2001) and Cabral and Mata (2003) present different models of firms' growth, showing that capital constraints can cause a skewness in the firm size distribution. Their prediction is verified empirically. Cabral and Mata (2003) find that the size distribution of firms is skewed toward small firms and that the skewness decreases with firm age. Many subsequent papers confirm the skewness of the firm size distribution, such as Angelini and Generale (2008), Beck, Demirgüç-Kunt and Maksimovic (2005) , and Desai, Gompers, and Lerner (2003) . Desai, Gompers, and Lerner (2003) find that in countries with less developed capital markets, the firm size distribution is significantly more skewed. They also find that a better legal environment favors entry (more small firms will enter) while the growth of small firms reduces the skewness. Angelini and Generale (2008) and Beck, Demirgüç-Kunt and Maksimovic (2005) find that capital-constrained firms grow more slowly than their counterparts.
Growth Diagnostics Approach
The growth diagnostics approach proposed by Hausmann, Rodrik, and Velasco (2005) (hereafter, the HRV approach) provides a theoretical framework to identify the most binding constraints on economic growth in general. This methodology recognizes that constraints on the growth of a developing economy are numerous and that previous approaches to reforms and growth are either unrealistic (as with wholesale reform that attempts to eliminate all obstacles at the same time) or wrong (by hoping to do as many reforms as possible, the current prevailing approach goes against the principle of second best).
The HRV approach is based on the theory of second best (Lipsey and Lancaster, 1956 ). According to this theory, if there are many distortions in the economy, fixing any one distortion would not necessarily lead to a better Pareto outcome. The HRV approach shows that if there are many distortions, whether removing one growth constraint will have a positive effect on growth depends on the interaction effects and coefficients of the other constraints. In the face of uncertainty about these effects, Hausmann, Rodrik, and Velasco recommend a practical approach based on removing the most binding constraint, with the -most binding constraint‖ defined as the one with the largest effect where issues of second-best effects are likely to be minimal.
This Study's Contribution to the Literature
In this paper, based on the HRV approach, we investigate the most binding constraint on the growth of firms, with the -most binding constraint‖ defined as the one with the largest estimated coefficient across all models and across regions and sectors. Compared with studies using the World Business Environment Survey data set, our paper uses a much larger sample. And while other studies use subjective firm responses as measures of the business environment at the firm level, we also include objective measures, in part to deal with endogeneity and in part to avoid measurement errors of perceptions at the country level.
In exploring the relationship between the business environment and firm growth, we go beyond distinguishing effects by firm size. We look closely at the effect of financial access variablesloan, credit constraint, sales credit, and external investment finance-on firm growth by firm size and age in different sectors and regions. We combine multiple financial access variables in a single regression in addition to evaluating the effect of each variable on employment growth controlled for firm size, age, and other characteristics. This allows an understanding of the impact of each dimension of finance on firm growth as firm characteristics change. Moreover, our paper emphasizes which element of the business environment matters most for firms, especially for small firms. And it analyzes how different financial access variables affect the firm size distribution across regions and sectors.
Data
In this paper we use a newly available firm-level data set from the World Bank Enterprise Surveys. The surveys cover more than 100,000 firms across more than 120 economies and six regions during 2006-10. We use a sample of 39,538 firms in 98 countries for which data are complete. The unit in the sample is the establishment; one firm may have more than one establishment. For simplicity, we use the term firms throughout the paper, though the analysis is based on establishment data.
Our outcome variable of interest is employment growth, measured by the number of permanent employees. Our policy interest is in understanding the determinants that are important to the long-term business operation and employment growth of firms.
8 Because there are no data on temporary employees collected three fiscal years before the survey fiscal year, we focus on permanent full-time employees rather than general full-time employees.
The firm growth rate is calculated as the log difference between the current number of employees and the number of employees three fiscal years before the survey fiscal year. The formula for employment growth is as follows:
where is firm size, and employment growth, for firm i at time t. 9 The description and summary statistics for the employment growth variable are reported in table 1.
World Bank Enterprise Surveys are conducted to provide information on different aspects of the business environment and the performance of firms. The core questionnaire, which contains survey questions answered by business owners and top managers around the world, provides both subjective and objective information on the business environment that firms confront. The questionnaire includes a section asking firms to rank 15 components of the business environment, indicating which represent the biggest obstacles, and to evaluate these 15 components on a scale of 0-4 (0 being no obstacle, 1 a minor obstacle, 2 a moderate obstacle, 3 a major obstacle, and 4 a very severe obstacle). Summary statistics for the related variables are provided in table 1.
These subjective evaluations show the severity of obstacles across regions and countries. This makes it possible to identify the top obstacles and examine which obstacles firms consider to be the most important. But because the data are subjective-reflecting entrepreneurs' perceptions of the impact of the business environment on firm operation, with successful entrepreneurs perhaps likely to consider the business environment to be less restrictive-we need to control for firm characteristics in explaining firm growth. In addition, we need to include objective measures of business environment constraints.
The World Bank Enterprise Surveys provide a large set of objective measures of business environment constraints. In addition to subjective information on access to finance as an obstacle, the questionnaire also collects objective information on aspects of financial access, allowing us to create several variables: Loan is a dummy variable indicating whether a firm has a loan or line of credit from a financial institution or an overdraft facility. Credit constraint is a dummy variable indicating whether an establishment did not apply for loans or lines of credit for one or more of the following reasons: application procedures for loans or lines of credit are complex, interest rates are not favorable, collateral requirements are too high, the size and maturity of loans are insufficient, getting bank loans requires making informal payments, or the establishment did not think its application would be approved. 10 Sales credit is a dummy variable indicating whether the firm has positive purchase of its material inputs or services paid for after delivery (about 70 percent of firms in the sample have sales credit). We also include a dummy variable indicating whether a firm has a positive share of investment financed with external funds (this applies to 24 percent of firms in the sample).
The World Bank Enterprise Surveys also provide important information on firm characteristics, including size, age, sector, 11 export activity, and ownership as well as whether a firm is an independent, single establishment. The sample used in this paper is stratified by size, age, sector, region, and other firm characteristics. (Variable descriptions and distributions are reported in tables 1 and 2.) Firms are divided into four categories by size: micro (1-10 permanent employees), small (11-50), medium (51-200), and large (more than 200). The sample includes mostly micro firms (39 percent of the total) and small firms (37 percent); only 16 percent are medium-size and 7 percent large. Firms are divided into three categories by age: young (1-5 years), 12 mature (6-15), and older (more than 15). Most are mature (47 percent) or older (41 percent); only 11 percent are young firms. Ownership is defined as being foreign or government if -10 percent or more‖ of the firm is foreign or government owned; 12 percent of the firms in the sample are foreign owned and only 2 percent are government owned. Exporter is a dummy variable indicating that direct exports account for 10 percent or more of a firm's sales; 13 percent of the sample firms are exporters.
Whether a firm has a single establishment or multiple ones matters for firm growth, especially in the manufacturing sector (see Dunne, Roberts, and Samuelson 1989) . We therefore include a dummy variable indicating whether a firm is an independent, single establishment. Table 1 provides an overview of firm growth by firm characteristics and by region. Young, small firms experience rapid growth in their labor force. The mean growth rate for micro firms is twice that for small firms and three times that for medium-size firms. There appears to be little growth in employment for large firms on average. The mean growth rate for young firms is nearly twice that for mature firms and more than three times that for older firms. On average, there is little difference in growth rate between single, independent establishments and those that are part of multi-establishment entities or between the manufacturing, sales, and services sectors. Firms in Africa and Latin America grow faster than those in Europe and Central Asia and East Asia and Pacific.
The Most Binding Constraint of the Business Environment
Having the managers of firms rate constraints on the firms' operation and growth is a useful start for identifying important obstacles in the business environment. We analyze these obstacles not only by using econometric tools but also by examining the importance of these obstacles across regions and sectors.
Understanding Obstacles to Firms' Operation
In the World Bank Enterprise Survey, as noted, firms rate 15 obstacles in their business environment. These are access to finance, practices of competitors in the informal sector, electricity, corruption, crime, inadequately educated workforce, labor regulations, business licensing and permits, political instability, tax administration, tax rates, transport, customs and trade regulations, courts, and access to land.
A review of firm responses shows that the biggest reported obstacles differ across regions and countries (see appendix). Using model 2 (as explained in greater detail in the next section), we find that different sectors also confront different obstacles. For example, in the manufacturing sector access to finance, informal sector competition, tax rates, and labor regulations matter the most, while in the sales and services sectors only access to finance and informal sector competition are negatively and significantly correlated with firm growth (see results for the same model show that each country faces its own set of significant obstacles. 14 So does each region (see table 5 ).
Many of these obstacles are linked directly or indirectly to poor firm performance. In an ideal world a country would address all these problems in order to improve firm performance. But governments in developing countries have limited financial and human resources and, as argued by the growth diagnostics approach, should therefore prioritize reform efforts to remove the most important constraints.
The top three obstacles to firms' operation emerging from the survey data for our sample are electricity, access to finance, and tax rates (figure 1). But we do not know whether these are the top obstacles to employment growth. We therefore need to analyze which obstacles have a significant effect on employment growth.
Source: World Bank Enterprise Surveys (2006-10).
Identifying the Most Binding Constraint on Firms' Growth
With figure 1 as a starting point, we set up an econometric model to investigate which of the 15 constraints is the most binding. We define a constraint as the most binding if it is statistically significant, has a large coefficient in all estimations (models), and has the right sign-that is, has a negative effect on employment growth. We design three models:
14 The estimation results are available upon request. 
where EG refers to the employment growth of firm i at time t; Individual Obstacle is each obstacle among the 15 shown in the last 15 rows of table 1; Firm Characteristics include labor size (the number of permanent employees at the beginning of period t−3), labor size squared, age, age squared, and indicators of whether a firm is part of a multi-establishment entity (multi), is in manufacturing (manuf), is an exporter, is foreign owned (foreign), and is government owned (govt).
The results suggest that access to finance and competition from the informal sector are the most binding constraints, with statistically significant effects in all models. Columns 1-15 in table 4, presenting the estimation results for model 1 for each obstacle, show that only access to finance and competition from the informal sector have a significant negative effect on employment growth. Column 16 shows the estimation results for model 2, run for all 15 obstacles together, and column 17 presents the results for model 3, which includes all significant obstacles. Once again we find that access to finance and competition from the informal sector are the most binding constraints. We also examine the significance of the effect of these obstacles on firm growth across regions and sectors to check the robustness of the findings. Tables 5 and 6 confirm that access to finance and competition from the informal sector matter the most after controlling for firm characteristics.
Our results demonstrate that both econometrically and economically access to finance and competition from the informal sector matter the most for firms' employment growth-findings that are in line with the starting point of the rankings of reported obstacles shown in the appendix. While statistically both constraints are equally binding, the meaning of the second constraint is ambiguous. The survey asks firms whether they see competition from the informal sector as an obstacle. To any individual firm, competition poses a threat to survival. Yet at the level of the economy it is competition that drives firms to improve productivity and therefore drives growth. So it is not clear to us that competition from the informal sector should be considered an obstacle to firms' operation. Moreover, this survey question is not followed by other questions on related aspects of competition, allowing too little information to assess the importance of informal sector competition. Therefore we do not further address this issue in the paper.
While perception-based indicators like those applied in the analysis discussed here are useful, quantitative indicators may give a more accurate picture of the business environment. Firm managers within a country may have different perceptions of the same obstacle, and firm managers in different countries and regions have different frames of reference. A problem perceived as a moderate obstacle by one firm may be perceived as a severe obstacle by another, even though the problem imposes a smaller cost on the second firm.
In the next three sections we use objective measures to examine the importance of access to finance.
As discussed, we cannot analyze informal sector competition because of its ambiguity and because the data do not provide sufficient information. We leave further analysis of this constraint with objective measures for future work, when the data are available.
Impact of Financial Access Variables on Employment Growth
In this section we examine the effect of financial access variables on firm employment growth, controlling for individual firm characteristics. The model is set up with the following specification:
where EG refers to the employment growth of firm i at time t (the growth in the number of permanent employees between t−3 and t) and FC denotes each of the financial access variablesloan, credit constraint, sales credit, and external finance.
Our specification accounts for heteroskedasticity and country fixed effects. All outliers have been removed. We also emphasize the importance of ownership structure by varying the type of establishment: single or multiple, foreign or government owned, exporter or nonexporter. The negative relationship between firm growth and firm size shown in With other firm characteristics held constant, the rate of growth is significantly lower for independent, single-establishment firms and government-owned firms. Exporters and foreignowned firms tend to have greater employment growth. In Africa and East Asia firms in the manufacturing sector have higher employment growth than firms in the sales and services sectors.
On average, a 1 percent increase in beginning-of-period firm size is associated with a 0.93 percent increase in end-of-period size (after three years) when the beginning-of-period age is held constant (based on the results in table 7, column 1). Based on the analysis across regions, we get estimated elasticities of end-of-period size with respect to beginning-of-period size of approximately 0.9 for Africa, East Asia and Pacific, Europe and Central Asia, and Latin America and the Caribbean (table 7, columns 6-9). With beginning-of-period size held constant, a 1 percent increase in beginning-of-period firm age is associated with a 0.07 percent decrease in end-of-period size (table 7, column 1).
The results in table 7 show that financial access variables have a significant effect on firm growth. Columns 1-4 indicate that with other factors held constant, having a loan or overdraft facility increases the growth in a firm's number of permanent employees by 3.1 percent; being credit constrained reduces a firm's employment growth by 1.9 percent; having sales credit increases firm's growth by 2.6 percent; and having external investment funds increases growth by 4.2 percent. If we include all these significant financial access variables in one model after controlling for firm characteristics, they still have significant effects on employment growth, though the effects are of smaller magnitude. And if we use the same model and run the regressions in different regions, the significance and signs of the effects remain the same across regions. These strong results show that access to finance does indeed matter for firm growth.
Determinants of Financial Access
In this section we estimate the probability of a firm having access to finance based on its characteristics. We use the following model:
where FC denotes each of the financial access variables-loan, credit constraint, sales credit, and external finance.
We estimate this model by probit. We focus on firms of different sizes (micro, small, mediumsize, and large, with micro as the base category that is omitted from the regression) and different ages (young, mature, and older, with young as the base category that is omitted from the regression). The results show that a firm's size, age, and status as an exporter are strong determinants of its access to finance (table 8) .
There is a bigger difference in access to finance between micro and large firms than between small and large firms. With the analysis controlling for firm characteristics and using country fixed effects, micro firms are more likely to be credit constrained. With other factors held constant, large firms are 85 percent less likely to be credit constrained than micro firms. In addition, large firms are 97 percent more likely to have a loan or overdraft facility and 75 percent more likely to have a share of investment financed externally than micro firms. Medium-size and large firms are about 32 and 43 percent more likely to have sales credit than micro firms, while small firms are about 19 percent more likely to offer sales credit than micro firms.
Older firms are 29 percent more likely to have a loan, 8 percent more likely to have sales credit, and 20 percent less likely to be credit constrained than young firms. Mature firms are only 6 percent less likely to be credit constrained and about 10 percent more likely to have a loan than young firms, with other factors held constant.
Other interesting results also emerge. Firms in the manufacturing sector are 20 percent more likely to be credit constrained. With other factors held constant, firms that are exporters are 41 percent more likely to have a loan, 26 percent less likely to be credit constrained, and 20 percent more likely to have external finance for investment than non-exporters.
Effect of Financial Access on Employment Growth by Firm Size and Age
In this section we investigate the effect of financial access on employment growth by firm size and firm age first for each of the financial access variables individually and then for all the variables combined.
Effect of Individual Financial Access Variables
To examine the effect of the financial access variables individually, we use the following model: where EG refers to the employment growth of firm i at time t (the growth in the number of permanent employees between t−3 and t) and FC denotes each of the financial access variablesloan, credit constraint, sales credit, and external finance. Table 9 shows the effect of each of the financial access variables-loan, credit constraint, sales credit, and external finance-in turn on employment growth. Micro firms are again the base category that is omitted from the regression.
Among size categories, micro firms appear to benefit the most from having access to finance. Column 1 shows that having a loan increases employment growth by 9 percent in micro firms, but by only 4 percent in medium-size firms and 2 percent in large firms, with other factors held constant. The results in columns 3 and 4 tell the same story. Micro and small firms gain the most from finance in forms ranging from simple to more sophisticated-from having a loan or overdraft facility to sales credit to external finance for investment. Column 2 supports the argument that micro and small firms benefit the most from having access to finance. Being credit constrained will make larger firms suffer more than smaller firms.
Young firms expand more than older firms with access to the same forms of finance. Having a loan or overdraft facility increases employment growth by 9 percent for young firms, but by 6 percent for mature firms and 3 percent for older firms, with other factors held constant. Similarly, having sales credit or external finance increases growth more for young firms than for mature and older firms. Being credit constrained reduces firm growth as firms age. This finding emphasizes the importance of firm age to firm growth. The effect of being credit constrained also varies by sector, appearing to be stronger in manufacturing than in the sales or services sector.
We also look at the effect of financial access on employment growth across regions. The estimation results by region are presented in table 10 for each financial access variable at a time.
The finding that having a loan, sales credit, or a share of investment financed externally helps micro firms the most still holds. Indeed, this finding holds for all regions. The finding that young firms expand more than older firms with access to the same forms of finance also holds across regions.
Effect of Combined Financial Access Variables
In this section we look at the effect of all four financial access variables combined on employment growth, by firm size, age, sector, and region. We use the following model:
where EG refers to the employment growth of firm i at time t (the growth in the number of permanent employees between t−3 and t). Table 11 shows the estimation results for equation 7. The effects of all the financial access variables are statistically significant and have the right signs. The results in column 1 indicate that firm growth slows both as a firm expands its labor force and as it ages, controlling for other firm characteristics. Columns 2-5 suggest that having a loan and having external finance are important for firms of all sizes, though the effects are largest for small firms. The effects for medium-size and large firms are similar in size. The effect of being credit constrained increases with firm size.
Columns 6-8 show that having a loan is very important for firms of all ages, with the largest effect on young firms. Being credit constrained has the largest effect on medium-size firms followed by large firms. The effects of having external finance are statistically significant for firms of all ages. In other words, trust and external finance matter to firms, regardless of their age.
Columns 9-11 show that most forms of financial access are important to firms, no matter their sector. Having a loan has the largest effect on employment growth for firms in the manufacturing sector. Being credit constrained has a negative effect on firms in all sectors, with the largest effect in the manufacturing and sales sectors. Having external finance matters in all sectors, and the effects are of similar magnitude.
Columns 12-15 present the estimation results across regions. Having a loan and external finance matters to firms in different regions, with the largest effects in Latin America. Being credit constrained has a significant effect on firm employment growth only in Europe and Central Asia and Latin America. From these results, together with the results in tables 7-10, we find that the interaction between financial access variables and firms' size or age is significant in explaining firms' employment growth.
Firm Size Distribution
Because a firm's size plays a significant part in determining its employment growth, we further assess the relationship between firm size and financial constraints. The survey data allow the creation of a variable showing which firms are credit constrained, which we identify as those that applied for a loan and were rejected or that were discouraged from applying for a loan. 15 The data also include extensive information on the sources of firms' investments in fixed assets. These sources can be external (formal or informal) or internal.
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Confirming the findings of Cabral and Mata (2003) , figure 2 shows that the firm size distribution is skewed to the right and that the skewness tends to diminish with age. The size distribution of older firms is more symmetric than that of young firms.
As shown in figure 3 , the firm size distribution is skewed more to the right in the manufacturing and services sectors, where micro and small firms make up about two-thirds of the sample. Figure 4 suggests that Africa has the largest share of micro and small firms while other regions have more medium-size and large firms. This again provides evidence of the -missing middle‖ in Africa.
Using the indicator of credit constrained created for this analysis, we split the sample into two groups, credit-constrained and non-credit-constrained firms. As figure 5 shows, the firm size distribution is skewed to the right for credit-constrained firms. This result is in line with the finding that being credit constrained has a negative effect on firm growth-and, especially, that this effect is largest for small firms. Taking this analysis further, we investigate the firm size distribution using the survey data on firms' perceptions of access to finance, splitting the sample between those perceiving it as a major or very severe obstacle and those viewing it as a minor obstacle or no obstacle. Figure 6 shows that the size distribution of firms perceiving access to finance as a major or very severe obstacle is skewed to the right. This result is confirmed by the data for our sample showing that most of the firms regarding access to finance as a major or very severe obstacle are micro or small. The size distribution for firms perceiving access to finance as a minor obstacle or no obstacle is more symmetric.
The findings in this and previous sections suggest that a low level of financial development results in a skewed firm size distribution, with a larger relative share of small firms. Policies favoring the development of the financial sector should therefore have an effect on the firm size distribution and, ultimately, favor the adoption of different technologies and a better allocation of resources.
Conclusion
Using a newly available data set from the World Bank Enterprise Surveys (2006-10) for 39,538 firms across 98 countries, we investigate the binding constraints on firms' employment growth. With an econometric model and subjective measures, we find that access to finance and informal sector competition are the most binding constraints-both globally and in each region. Using objective measures and controlling for firm characteristics, we evaluate the importance of access to finance for firms' employment growth. We find that access to different forms of finance matters. These results from our cross-country firm-level analysis suggest that governments seeking to improve the business environment and promote firm growth should make financial sector reforms a priority.
Objective business conditions vary systematically across firms of different sizes and ages, and good business conditions favor smaller firms, especially micro firms. Micro and small firms gain the most from access to finance in forms ranging from simple to more sophisticated-from a loan or overdraft facility to sales credit to external finance for investment. This finding holds not only globally but also for different regions. While sales credit is important only for micro and small firms, having a loan or overdraft facility and receiving external finance for investment promote employment growth for firms of all sizes across regions. And sales credit and external finance matter for firms of all ages.
The firm size distribution is skewed toward smaller firms. The skewness declines with firm age-and is more present in Africa, among firms that are credit constrained, and among those that perceive access to finance as a serious obstacle. These findings call for policies favoring the development of the financial sector, which can help small firms grow into medium-size and large firms.
The findings have several implications for developing countries. First, because the constraints faced by firms differ across countries and, within countries, across sectors, policies to promote firm growth need to be tailored to each country and sector. Second, finance appears to be the most binding constraint across sectors and countries, suggesting that reforms in this sector could yield broad benefits-including by helping to address the problem of the -missing middle‖ in developing countries. Third, reforms in finance take time, and a quicker development strategy could be to identify the binding constraints in a specific subsector and try to address them through direct policy measures. Note: Standard errors (in parentheses) are robust to heteroskedasticity and clustered on countries.
Model: Note: Standard errors (in parentheses) are robust to heteroskedasticity and clustered on countries. Model: EG = b0 + b1FC + b2Small*FC + b3Medium*FC + b4Large*FC + b5Mature*FC + b6Older*FC + b7Multi + b8Manuf + b9Exporter + b10Foreign + b11Govt + Country Fixed Effects + e. * Significant at the 10 percent level. ** Significant at the 5 percent level. *** Significant at the 1 percent level. Source: Authors' estimations based on data from World Bank Enterprise Surveys 
By age By sector By region By size World
Dependent variable: employment growth * Significant at the 10 percent level. ** Significant at the 5 percent level. *** Significant at the 1 percent level. 
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Appendix
